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FOR

THE PUBLIC SERVICE COHHISSION OF bGUTH Lﬁﬁ?%?.umf*mn?mﬁﬁ

DOCKET HO. 95-006-HE

I¥ RE: DUKE POWER COHPAWY

HOULD YOU PLEASE STATE FOR THE RECORD, YOUR HAME,
ADDRESS AND OCCUPATIOHN?

Hy name is .Jacqueline R. Cherry. Hy business
address 1s 111 Doctors Circle, Columbia, South
Carolina. T am employed by the Public Service
Commission of South Carnlina, Accounting
Department, as an uvtilities accountant.

HOULD YOU PLEASE STATE YOUR EDUCATIOHAL BACKGHOUHD
AND YOUR BUSIHESS EXPERIEHCE?

1 received a B.5. Degree in Buainesss
administration vith a major in Accounting from

—

Johnson €. Smith UOniversity in 1976, 1 va

m

employed by this Coamission in Februnary 1979, and
have participated in cases involving gas,
electric, telephone, water and wastewater
utilities.

HHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS

PROCEEDING?
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The purpose of my testimony i3 to summarize th
results of the Accounting Staff‘s examination of
Duke Power Company's Fuel adjustment Clause
operation for the period June 1995 through
Hovember 1995. The findings of the examination are
contained in the Accounting Department‘s section
of the Commission Staff Repart, prepared for this
proceeding.

WHAT WAS THE SCOPE OF THE EXAHINATIOH?

The Accounting Staff traced the fuel information,
as filed in the Company's requirad monthly filing,
to the Company's books and FECGFdS:A Fhe
examination ¢overed the periaod April 199S Ehrouagh
September 1995. The pnrpose of ths axamination
vas to determine if Duke Pover Company had
computed and applied the monthly Fuel Adjustment
Clause in accordance vwith the approved clause. To
accomplish this, Staff sxamined the components
surrounding the operation of the clause,

HHAT WERE THE STEPS THAT THE STAFF EMPLOYED WITHIN
THE SCOPE OF THE EXAHIHNATION?

The examination consisted of the following:

1. An Analysis of Account # 151 - Fuel Stock

2. Verification of Charges to Huclear Fuel Expense

-~ Ancount # 518
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3., An Analysis of Purchased Pover and Interchange

4, Verification of KHH Sales

5. A Comparison of Coal Costs

6. An Analysis of Spot Coal Purchasing Proceduras

7. Reviaey of Duke Pover Company'a {oal Contract
Buy-Out

&. Recomputation of Fusl Cost Adjustment Factor
and Verification of Deferred Fuesl Costs

3. Recomputation of Trues-up for
(Over)Under-Recovaered Fuel Costs

HRS. CHERRY, WOULD YOU PLEASE EXPLAIY THE REVIEY

OF DUKE POWER COHPANY'S COAL CONTRACT BUY-OUT?

On August 9, 1995, Duke Powver Company reguested a

Commission accounting order which would give Duke

Pover Company authorization to defer costs the

Company anticipated incurring in associatian with

one of 1ts existing coal contracts and to amortize

such c¢osty to the cost of fuel burned. The coszts,

are coal contract

W)

virich total £23,024,789.75,
buy-out costs which Duke Pover Company and one of
its contract coal supplisrs, Hestmoreland Coal
Sales Company, negotiated to buy out Duke Pover
Company's obligation to purchase coal during the

remaining period of the existing contract--August

1995 through Jnly 1996. Duke Powver Company felt

-3~
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that they could purchase replacement coal at
prices aonsiderably lowver than the prices
pertaining to the existing Hestmoreland contract.
Duke Power Company stated, in its request letter
to the Commission, that Duke Pover wvas confident
the cost of replacement coal plus the proposged
deferral (vhich is the cost of the contract
buy-out} vhen compared to the cost wvhich would
have been incurred under the existing contract

vould provide a substantial net henefit to

customers. Tha Company, therafore, reguested

o

authovigation to dsfer ths buy-out payment in
Account Ho, 186 - Hiscellansous Defarrsed Debits,
and to amortize the buy-ocut cost to Account Ho.
501 - Fossil Fuel for at least a tvelve-month
period beginning in September 1995. A
tvelve~month time period was chaosen, as stated in
the Company's request letter, to cover the same
time period (twelve months remained on the
existing contract) that savings on replacement
coal purchases vould likely be realized. Also,
September 1995 begins the amortization period
because the Company noted that any purchases of
replacement coal in August 1995 vould not likely

impact the cost of fuel burned until September

- -
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1995,

On August 22, 1995, the Commission approverd Duke
Powver Company's request, for accounting purposes
only, to reflect the buy-out costs in the
aforementioned accounts wvith a tuvelve-month
amortigation pericod. The Cgmmissian nocted that
amortization will only be allowved to the extent
that savings on replacement coal purchases are
raealized. The Commission also noted that the
Commizsion reserves the right to review the
economics of the Company‘s transaction in the
Company's fuel clause adjustment proceedings.
During this audit reviev period of the Company's
fuel adjustment clause, April 1995 through
September 199%, Staff revieved the savinags
assocliated with the replacement coal purchases
plus the amortization of the confract buy-out
versus the Company's original coal caontract costs.
The replacement coal purchases, vhich wvere
purchased in August and Ssphtember 199%, consizted
0of spot market coal and ceal purchassd from
another coal contract supplier. &taff reviswed
the costs of the replacement coal purchases,
compared those costs teo the original contract

costs and then reduced the net result of the

s
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aforsmentioned costa by the monthly amorti=zation
of the contract buy-out, which is 51,918,732 per
month, for the months of August and September
1995, Staff notes that only one month's actual
amortization is reflectsd per hooks as of
September 1995. Hovever, for calculatinon purposes
to determine the cumulative net savings {(net of
the huy-out amortization) associated with
replacement coal purchased in August and September
1995, Staff included the monthly amortization that
will be reflected per books in October 19495,
Therefore, the cumulative net savings as of
September 30, 1995 {ircluding the monthly
amcrtization for October 1995 which would bs
applicable to Septembar 199% purchases) totals
$3.7 million.

WITH REGARD TO THE TRUE-UP OF
(OVER)UWDER-~RECOVERED FUEL COSTS, HOULD YOU PLEASE
ELABORATE OM STAFF'S COHPUTATION?

Staff analyzed the cumulative over-recovery of
fuel costs that the Company had incurred for the
period April 1995 through September 1995 of
$624,817. Staff added the projected over-recovery
for October 1995 of $1,054,273 and the praojectad

under-recovery for MNovember 1995 of $837,151 to
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arrive at an cumulative over-recovery of $841,939.
As stated in Duke Power Company's Adjustment for
Fuel Costs, fuel costs will be included in Dbase
rates to the extent determined reasonable by the
Commission for the succeading six (&) months or
shorter period. Accoardingly, the Commission should
consider the over-recovery of $841,939 along wvwith
the anticipatsd fuel costs for the pericd Decembsor

1, 1995 to Hay 31, 1996 for th

@

P purposse of
determining the base costa for fuel in bass rates
effecfive December 1, 1995%. This over-recoveary
figure of 38341,939 vas furnished to the
Commission's Utilities Department.

HRS. CHERRY, WOULD YOU PLEASE DESCRIBE THE
REHAIHIHG STAFF EXHIBITS?

Staff prepared exhibits from Duke Pover Company's
books and records reflecting fuel costs during the
reviev period.

Specifically, these exhibits are as follows:
Exhibit A - Coal Cost Statistics

Exhibit B - Received Coal-Cost Per Ton Comparison
Exhibit C - Detail of Nuclsar Cost

Exhibit D - Tntal Burned Cost {Fossil and Huclear)
Exhibit E - Cest of Fuel

Exhibit F - Factor Computation
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Exhibit G - S;C. Aatail Comparison of Fusl
Revenues and Expenseas

HRS. CHERRY, WHAT WERE THE RESULTS OF THE

ACCOUHTING DEPARTHEHT'S EXAHINATION?

Basmed on the Accounting Staff's examination of

Duke Pover Company's books and records, and the

nitilizmation of the fual cost-recovery mechanism as

directed by the Commission, the Accounting

Department is of the opinion that the Company has

complied with the directives {per the Fuel

Adjustment Clause} of the Commission.

HRS. CHERRY, DOES THIS COHCLUDE YOQOUR TESTIHONY?

Yes, it does.
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